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[3175-01-M] 


COUNCIL ON WAGE AND PRICE 
STABILITY 


{6 CFR Part 705] 


NONINFLATIONARY WAGE AND PRICE 
BEHAVIOR 


Voluntary Standards 


AGENCY: Council on Wage and Price 
Stability. 


ACTION: Proposed rule. 


SUMMARY: This rule proposes to 
amend the regulations of the Council 
on Wage and Price Stability to imple- 
ment the President’s anti-inflation 
program by adding a new part 705 to 
title 6 and an appendix to that part 
specifying voluntary standards for 
noninflationary wage and price behav- 
ior. 


DATE: These proposed standards may 
be used now for public guidance and 
by the Council on Wage and Price Sta- 
bility and other Government agencies. 
Comments may be submitted by De- 
cember 2, 1978, although comments 
after that date will be considered as 
practicable. Because rapid implemen- 
tation of the anti-inflation program is 
required a longer comment period is 
not possible. 


FOR FURTHER 
CONTACT: 


Peter H. Lowry, General Counsel, 


INFORMATION 


Council on Wage and Price Stability, 
Room 4025, 726 Jackson Place NW., 
Washington, D.C. 20506, 202-456- 
6570. 


ADDRESS: Ten copies of comments 
should be sent to the Office of the 
General Counsel, Council on Wage 
and Price Stability, 726 Jackson Place 
NW., Room 4025, Washington. D.C. 
20506. Individuals may submit their 
views without filing multiple copies 
where submitting multiple copies 
would be a hardship. 


SUPPLEMENTARY INFORMATION: 
In his presentation of the anti-infla- 
tion program on October 24, 1978, the 
President announced standards for 
noninflationary wage and price behav- 
ior. He has directed the Council on 
Wage and Price Stability to further 
define the standards, to monitor 
changes in prices and wages and to 
identify publicly those firms and work- 
ers who do not abide by the standards. 

The Council recognizes that identifi- 
cation of an economic unit as noncom- 
plying could have a substantial eco- 
nomic impact on the members of that 
economic entity. To ensure that these 
identifications are not arbitrary, the 
Council is publishing specific detailed 
standards and proposing to adopt 
them as an appendix to a new part 705 
of the Code of Federal Regulations. In 
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addition, the Council intends to pub- 
lish procedural regulations shortly. 

The President has stressed repeated- 
ly the value of simplicity of Govern- 
ment documents and the importance 
of not placing undue reporting bur- 
dens on the public. This is particularly 
important in a voluntary program of 
this type. Therefore, these standards 
are designed to be largely self adminis- 
tered, much like the income tax 
system. Companies will determine for 
themselves how their own actions can 
be made to conform with these stand- 
ards. The Council will not, in general, 
approve such acticns in advance. 

The Council, however, recognizes 
that there will be a need for further 
clarification of the standards. Because 
of limited staff, the Council prefers 
that clarification be coordinated by 
trade associations and labor groups. In 
responding to questions from these or- 
ganizations and persons, the Council 
will give priority to general questions 
of interpretation that have broad ap- 
plicability. 

The Council will be responsible for 
auditing the actions of individual com- 
panies to determine whether their de- 
cisions conform with the intent of the 
standards and will take appropriate 
actian where they do not. 

The specific form of standards pre- 
sented below is applicable to most in- 


‘dustries. In some industries, however, 


their application may be modified 

later to reflect different institutional 

arrangements. These modifications 
will, however, be consistent with the 
original objective of the program. 

The standards proposed by the 
Council are not rules and regulations 
since the program is voluntary. There- 
fore, the requirements of E.O. 12044, 
section 2(d) and 3(b) regarding the 
process for developing significant reg- 
ulations and regulatory analysis proce- 
dures do not apply. Nevertheless, the 
procedures and analysis required by 
that Executive order were substantial- 
ly followed. 

Further supplementary information 
is organized as follows: 

I. The Administration’s White Paper which 
discusses the general background of the 
anti-inflation program and contains a 
synopsis of the standards. 

Il. Answers to some of the most frequently 
asked questions about the standards. 

Ill. Some specific examples of methods of 


calculating rates of change of wage and 
prices. 


Following this supplementary infor- 
mation, the proposed part 705, includ- 


ing an appendix which contains the 
proposed standards, are set forth. 


WHITE PAPER: THE PRESIDENT’S ANTI- 
INFLATION PROGRAM 


OCTOBER 24, 1978 
I. INTRODUCTION 


Over the past three years our econo- 
my has made great strides in recover- 
ing from the severe recession of 1974- 
75. Since early 1975, the rate of unem- 
ployment has been reduced from 
almost 9 percent to 6 percent. More 
than 10 million new jobs have been 
created—6 million of them during the 
first year and a half of this Adminis- 
tration. The nation’s phyiscal output 
has expanded by almost 20 percent 
and the real (inflation adjusted) after- 
tax incomes of consumers have risen 


- by more than 15 percent. 


We have no progress, however, in 
solving the problem of inflation. As a 
result, inflation now ranks as our na- 
tion’s most serious economic problem. 
The economic gains we have made can 
be extended, and the benefits of a 
fuller prosperity more widely shared, 
only if inflation is reduced. 

The current inflation began many 
years ago—in the middle 1960’s. For 
more than a decade, American con- 
sumers, businesses, and workers have 
been suffering the consequences of an 
inflation that has averaged over 6 per- 
cent a year. 

During the first two and a half years 
of the current economic recovery— 
from early 1975 to the fall of 1977— 
the long-term inflation trend did not 
improve, but neither did it worsen. 
Late last year, however, prices and 
costs began to move up more rapidly. 
Thus far in 1978, consumer prices 
have risen at an annual rate of almost’ 
10 percent—a rate of inflation that 
would cut the real value of accumulat- 
ed savings in half in little more than 7 
years. 

Some of this acceleration of the in- 
flation rate was accounted for by spe- 
cial factors. Food prices soared as a 
result of abnormally cold winter 
weather and limited supplies of meat 
that resulted from a prolonged decline 
in the size of cattle herds. Depreci- 
ation of the dollar also added to infla- 
tion pressures by boosting the prices 
of imports and encouraging American 
manufacturers of competing goods to 
raise the prices of their products. 
Sharply rising mortgage financing 
costs in 1978 added an additional ele- 
ment to inflation. 

The recent worsening of the infla- 
tion problem, however, cannot be as- 
cribed solely to these factors; other 
price and cost measures also indicate 
acceleration. Within the domestic non- 
farm sector, for example, prices are 
rising at a rate near 8 percent annual- 
ly. Nonfood raw material prices are 
rising at doubie-digit-rates. Unit labor 
costs have accelerated—as wage rates 
have been moving up more rapidly, 
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while productivity growth has weak- 
ened. Excessive wage increases were 
not the cause of the current inflation, 
but wage moderation is an essential 
part of the cure. 

The present inflation is imposing 
severe hardships on many Americans 
whose incomes do not rise in step with 
higher prices. Those who suffer the 
most—the poor and the elderly—can 
least afford to bear the harsh burden 
imposed by rapid price escalation. 

More importantly, the current infla- 
tion threatens the prospects for con- 
tinued economic expansion. Inflation 
undermines consumer confidence, 
drives up interest rates, weakens the 
value of the dollar in exchange mar- 
kets, reduces the future purchasing 
power of savers, and upsets business 
plans for investing in the new plant 
and equipment needed to foster 
healthy economic expansion. 

Inflation has several causes. Reduc- 
ing inflation, therefore, requires that 
we deal, not just with one, but with 
several problems: 

@ Since the economy has come far 
in its recovery from recession, mone- 
tary and fiscal policies must now 
guard against the emergence of exces- 
sive demands and economic overheat- 
ing that inevitably lead to accelerating 
inflation. 

e Legislative and regulatory actions 
to achieve social objectives must be 
carefully screened to minimize the ef- 
fects on costs and prices. 


@ Ways must be found to break the 


momentum of self-perpetuating prices 
and wage increases that has become so 
deeply entrenched in the private 
sector after ten years of inflation. 

A balanced program must address all 
three of these problems. Trying to 
attack inflation by concentrating on 
any one alone would lead to policies 
that were either ineffective or damag- 
ing to our economy. In the first in- 
stance, relying solely on highly restric- 
tive monetary and fiscal policies to 
reduce inflation, given its strong mo- 
mentum, would lead to recession. On 
the other hand, voluntary measures to 
break the momentum would not be ef- 
fective in an exuberant economy, un- 
restrained by responsible fiscal and 
monetary policy. 

Mandatory wage and price controls 
represent an extreme approach that 
creates serious inequities and ineffi- 
ciencies. They should only be used in 
periods of national emergency. Our ex- 
perience with controls in the early 
1970’s is replete with examples of eco- 
nomic distortions and is illustrative of 
how mandatory controls soon sow the 
seeds of their own destruction. 


A STRENGTHENED ANTI-INFLATION 
PROGRAM 


Earlier this year, the President out- 
lined the framework of a voluntary 
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program that required the cooperation 
of government, business, and labor. 
This program was designed to break 
the momentum of wage/price in- 
creases in the private sector and to 
reduce government’s contribution to 
inflation. Simultaneously, the Federal 
budget deficit for fiscal 1979 was re- 
duced by some $20 billion. These ef- 
forts have not been enough; stronger 
measures are required. Thus, the 
President has now acted: 

@ To intensify the anti-inflation ef- 
forts of government by 

—adopting a stringent budget policy 
that will create an overall climate in 


which the inflationary process can — 


unwind, 

—establishing procedures that mini- 
mize the inflationary impact of gov- 
ernment regulations, and 

—indicating his intention to veto leg- 
islative measures and other actions of 
government that provide benefits to 
narrow special-interest groups; 

@ to break the upward spiral of costs 
and prices by 

—enunciating explicit numerical 
standards for noninflationary wage 
and price increases, and 

—making clear his intention to use 
his administrative powers to support 
adherence to those standards in indi- 
vidual situations. 

Success in controlling inflation 
would strengthen the confidence of 
consumers and businesses and improve 
conditions in financial markets. Rising 
interest rates have always accompa- 
nied worsening inflation. High interest 
rates threaten to price young families 
out of the housing market. They also 
add to the costs that businesses con- 
front when they borrow to expand. 

The burden of controlling inflation 
should not be left to monetary policy 
alone, which can only deal with the 
problem through tight restrictions on 
money and credit. 

The President’s new proposals for 
dealing with inflation constitute a bal- 
anced and concerted program under 
which tight budget restraint, private 
wage and price moderation, and re- 
sponsible monetary policy support 
each other. 

As the Executive Branch, Congress, 
and the private sector, working togeth- 
er, show sacrifice and restraint and we 
begin to make progress in reducing in- 
flation, we should expect lower inter- 
est rates for consumers and businesses 
alike. 

With cooperation, this program will 
succeed in reversing the inflation 
trend without resorting to another re- 
cession or to controls. But success will 
require a willingness to give the high- 
est priority with the inflation prob- 
lem. 
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II. ACTIONS BY THE FEDERAL 
GOVERNMENT 


A strong contrubution by govern- 
ment is vital to any effective effort to 
reduce inflation. No program will work 
unless the Federal budget promotes a 
proper balance between supply and 
demand in the economy. Government 
must also keep to a minimum those ac- 
tions that directly increase private 
costs and prices—actions that include 
regulations that add unnecessarily to 
costs and prices, increased payroll 
taxes, and expensive favors for special- 
interest groups. 


BUDGETARY POLICY 


Given the substantial progress that 
has been made in reducing unemploy- 
ment and the persistence of rising 
prices, the emphasis in budgetary 
policy has already shifted toward 
fighting inflation. That emphasis 
must now be further strengthened. 

The Federal Government must 
pursue a stringent budgetary policy 
with respect both to spending and to 
the budget deficit. The growth of 
spending must be strictly limited. As 
moderate and sustainable economic 
growth continues, the budget deficit 
must be reduced and eliminated. Busi- 
ness and labor must be convinced that 
excessive demands will not be created 
by the government’s overall economic 
policies. Only under these circum- 
stances will it be possible for inflation- 
ary pressures to unwind gradually. 

To achieve this objective, it is nei- 
ther necessary nor desirable to pursue 
a budgetary policy that seeks to wring 
inflation out of the economic system 
by raising unemployment. Attempting 
to reduce inflation by throwing mil- 
lions of people out of work and idling 
a significant proportion of our plant 
facilities would be inequitable and in- 
tolerably costly. But, the achievement 
of further overall reductions in unem- 
ployment will require that we show 
progress in reducing the rate of infla- 
tion. 

In fiscal 1976, Federal expenditures 
represented 22.5 percent of the na- 
tion’s GNP and the deficit was $66 bil- 
lion. since then, the size of the deficit 
has been reduced substantially. In 
fiscal 1979, the deficit in the Federal 
budget will be less than $40 billion. 
Next January, the Administration will 
submit its budget for fiscal 1980—the 
year beginning October 1, 1979. In the 
context of an overall ecnonomy grow- 
ing at a moderate rate, the President 
has set targets for planning the 1980 
budget under which 

@ The share of total spending in 
GNP would be reduced to about 21 
percent of GNP—a goal originally 
scheduled to be reached a year later— 
and 
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e the 1980 Federal budget deficit 
would be reduced to less than half the 
level of 1976. 

In order to contribute to these goals, 
the President has imposed severe 
limits on hiring of Federal employees 
for an indefinite period. Effective im- 
mediately, Federal agencies may fill 
only one out of two vacancies as they 
occur. This step will reduce the 
number of Federal employees budget- 
ed for this fiscal year by about 20,000. 
In July, the President announced a 5.5 
percent limitation on Federal employ- 
ee pay raises and a freeze on Federal 
executive pay levels. 


REGULATORY POLICY 


During the last decade we have ex- 
panded our efforts to protect the envi- 
ronment and the health and safety of 
workers and consumers. These goais 
are central to our welfare. But they 
are not free. Regulations designed to 
achieve these goals add to costs and 
hence to consumer prices. We must 
not abandon our regulatory goals, but 
we must attain them without imposing 
unnecessary burdens. 

It is vital that equal attention be 
paid to decisions that impose costs on 
the public through raising private 
sector prices as to those that involve 
the expenditure of funds through the 
budget. 

With this principle in mind, the 
President has stated his intention per- 
sonally to exercise his authority, as 
necessary, to ensure that the regula- 
tory process is balanced and well man- 
aged, and that specific regulations 
with large economic impacts achieve 
their statutory goals at minimum eco- 
nomic cost and regulatory burden. 

The effort to reform the regulatory 
process has been underway since 1977. 
The regulatory agencies now prepare 
analyses of all of their proposed major 
new regulations. These analyses must 
identify the benefits and the costs of 
the proposed regulation and examine 
the implications of alternatives. A reg- 
ulatory analysis review group has been 
established to review the most impor- 
tant of these proposals. 

To strengthen further the govern- 
ment’s effort to improve the regula- 
tory process, the President has taken 
the following additional steps: 

@ The President has directed the 
formation of a Regulatory Council. 

e Council would comprise all Execu- 
tive Branch departments and agencies 
with significant regulatory responsibil- 
ities. It would have the important task 
of coordinating duplicative or overlap- 
ping regulations. 

@ Most important, the Regulatory 
Council would develop a_ unified 
calendar of major regulations. The 
calendar would provide for the first 
time a comprehensive list of regula- 
tions the Federal Government is pro- 
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posing, together with information on 
their cost, their objectives, and why 
they must be issued. 

e@ He has directed each regulatory 
agency in the Executive Branch to in- 
clude in its “sunset” reviews of exist- 
ing regulations at least one set of regu- 
lations that has a major economic 
impact. 

Pregress also has been made in re- 
ducing the costs of existing economic 
regulations. In the past year, the Civil 
Aeronautics Board relaxed rules that 
controlled airline fares and allowed in- 
creased competition. The results have 
been lower air fares and record air pas- 
senger travel. The air deregulation bill 
just passed in Congress is the first 
major deregulation effort in recent 
history. It will extend these benefits 
and make them permanent. Next year, 
the Administration plans to work with 
Congress to reduce regulation in other 
areas, such as surface transportation. 


OTHER ACTIONS 


At a time when inflation is the 
number-one economic problem, it is es- 
pecially important that the pressure 
of individual groups that seek govern- 
ment measures to protect them 
against domestic and international 
competition be resisted. 

Another way of helping to reduce in- 
flation is to slow and reverse the infla- 
tionary impact of actions by State and 
local governments. In August, the 
President asked the leaders of the 
State and local government associ- 
ations (Governors, mayors, State legis- 
lators, county officials) to work with 
his staff and other appropriate offices 
to identify specific anti-inflation ac- 
tions appropriate to those levels of 
government. 

All of the associations have agreed 
to participate in this effort. Staff 
groups are now working on an agenda 
of actions that can be taken at the 
State and local level to deal with the 
probiems of spiraling health costs, un- 
necessary costs associated with State 
regulation, the need to improve State 
and local government productivity, 
and the inflationary impact of Federal 
policies on State and local govern- 
ments. The result will be specific ini- 
tiatives that each State and local juris- 
diction can consider taking within its 
own constitutional and legal authori- 
ty. 


III. Prrvate Secror AcTIONS 


Government must take the lead in 
the effort to slow inflation. Actions by 
government alone, however, will not 
suffice. A successful campaign to 
break the continuing cycle by which 
wage and price increases feed upon 
one another will require restraint on 
the part of everyone. A voluntary ap- 
proach to achieve this goal must re- 
flect several basic principles: 


@ It must be equitable. A successful 
effort will require self-restraint by ev- 
eryone. No one group should be asked 
to shoulder all of the burden. The pro- 
gram should be designed to protect 
workers from the eroding effects of in- 
flation and to assure that all groups 
share in the growth of income. 

e@ It must establish clear and explicit 
standards for both wage and price be- 
havior. If individual businesses and 
workers do not clearly preceive the 
way in which they can contribute to 
the fight against inflation, they are 
unlikely to do so. And if the govern- 
ment is to undertake countermeasures 
against inflationary behavior, that be- 
havior must be clearly defined. 

e@ lt must instill confidence that 
others will participate. In order to en- 
courage widespread cooperation, the 
government must play an active part. 
Few groups can be expected to cooper- 
ate if they have no confidence that 
others will do the same. The govern- 
ment must set its own house in order; 
and it must take measures to encour- 
age individual decision makers in the 
private sector to do likewise. 

The anti-flation program announced 
by the President at the beginning of 
1978 called for moderation in every- 
one’s price and wage increases. The 
program adopted a standard of decel- 
eration for the price and wage in- 
creases of individual industries and 
employee groups. Thus, each industry 
was asked to hold its price and wage + 
increases during 1978 below the aver- 
age of the prior two years. 

Although many individuals and ° 
groups did make 2 major effort to co- | 
operate, others did not. The program 
was struck a severe blow when adverse 
weather conditions and a severe short- 
age of meat supplies led to huge in- 
creases in food prices. It is particularly 
difficult to ask workers to moderate 
their wage demands when food 
prices—constituting about one-fifth of 
the typical family budget—are increas- 
ing at a double-digit annual rate. And, 
in turn, continued increases in labor 
costs make it difficult to achieve a de- 
celeration of industrial price increases. 

Yet, the need for strong efforts to 
moderate inflation has become even 
more urgent. More potent actions are 
required if we are to break the mo- 
mentum of wage and price increases in 
the private sector. 


A. PRICE/WAGE STANDARDS FOR 1979 


The President has asked for @ 
stronger effort by the private sector to 
be achieved by (1) instituting an ex- 
plicit numerical standard for wage and 
fringe-benefit increases; (2) specifying 
a@ price deceleration standard for indi- 
vidual firms in a fashion that is con- 
sistent with the limitation on wage in- 
creases; (3) expanding the govern- 
ment’s efforts to monitor inflation 
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trends and to identify sectors of the 


economy where the standards are | 


being exceeded; and (4) instituting 
specific government measures to en- 
courage compliance with the stand- 
ards. 

It is essential that these more explic- 
it standards for private wage and price 
decisions retain the flexibility re- 
quired for equity and economic effi- 
ciency. The following standards, pro- 
mulgated by the President, accomplish 
that objective: 


1. Wage Standards 


Annual increases in wages and pri- 
vate fringe-benefit payments should 
not exceed 7 percent. This standard is 
achievable and consistent with pro- 
tecting the real incomes of workers 
against inflation. 

In new collective bargaining situa- 
tions, a contract in which wage and 
fringe-benefit increases average no 
more than 7 percent annually over the 
life of the contract will be consistent 
with the pay standard. However, no 
more than an 8-percent pay increase 
should be included within the first 
year of a multi-year contract. 

In evaluating the consistency of new 
contracts with the pay standard, provi- 
sions for cost-of-living increases will be 
costed out on the assumption of a 6- 
percent annual rate of price inflation 
over the duration of the contract 
period. Thus, a 100-percent cost-of- 
living adjustment, which fully protects 
workers against losses in real income 
due to inflation, fits within the wage 
standard. Therefore, the standard 
leaves room for complete flexibility in 
the allocation of the pay increase be- 
tween wage and fringe benefits and be- 
tween fixed increases and _ cost-of- 
living adjustments. 

Formal wage agreements signed 
prior to announcement of the prcgram 
will not be subject to the pay stand- 
ard. 

For employee groups not covered by 
collective bargaining agreements, the 
pay limitation applies to the annual 
increase in average hourly private 
compensation. The period of 
measurement extends from the 
firm’s fiscal quarter ending prior to 
announcement of the program to the 
corresponding quarter of 1979. Com- 
pensation excludes overtime pay and 
government-mandated labor costs, 
such as increased employer payroll 
taxes. 

In the interest of equity or improved 
productivity, some exemptions from 
the pay limitation are allowed. First, 
workers who earn an hourly wage 
below $4.00 are excluded from the pro- 
gram. Second, wage increases in excess 
of the standard are acceptable if they 
reflect explicit-changes in. work rules 
and practices that result in demonstra- 
ble improvements in productivity of 
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equal or greater value. Third, wage in- 
creases above the standard are justifi- 
able if required in order to maintain a 
close historical tandem relationship to 
another employee group whose wage 
adjustment occurred prior to an- 
nouncement of the program. 

Within an individual company, each 

of the following groups would be ex- 
pected to satisfy the wage standard: 
(1) Individual employee groups cov- 
ered by major collective bargaining 
agreements; (2) other nonmanagement 
personnel; and (3) management per- 
sonnel. This categorization is required 
in order to take account of the differ- 
ing institutional arrangements for set- 
ting wage rates and in order to prevent 
an inequitable distribution of the wage 
moderation. 
. These standards apply to all 
nonfederal employees. The Presi- 
dent has already taken actions, con- 
sistent with this standard, that limit 
the Federal employee pay increase to 
5.5 percent. 


2. Price Standards 


A single standard for individual 
firms’ price increases would be imprac- 
tical. A target for an economy-wide 
rate of inflation cannot be translated 
into a uniform target for each indus- 
try. While wage increases tend to be 
roughly uniform among various labor 
groups during periods of stable eco- 
nomic growth, rates of price increase 
vary considerably from industry to in- 
dustry, partly because of the marked 
variability of productivity growth 
across industries. 

It is equally important to avoid a 
price standard based upon a simple 
passthrough of costs. This type of rule 
can have debilitating effects on incen- 
tives to improve efficiency. Moreover, 
it raises complex administrative issues 
for any monitoring effort. But the 
standard for prices must be as explicit 
as that for wages. 

The price standard requires that in- 
dividual firms limit their cumuiative 
price increases over the nexi year to 
one half of a percentage point below 
the firm’s averge annual rate of price 
increase during 1976-77. 

The 1976-77 period has been select- 
ed as being representative of basic un- 
derlying cost and productivity trends 
in individual industries. Some indus- 
tries experienced abnormally high 
rates of price increase during that 
period. These extremes are taken into 
account by limiting the price increase 
for an individual firm to be no more 
than $9.5 percent. 

Furthermore, if hourly wage rate in- 
creases within a firm decelerate by 
more than one half of a percentage 
point relative to the 1978-77 rate of in- 
crease, the deceleration of prices 
should be commensurately tightened 
to reflect a full passthrough into 


51941 


prices of the moderation of wage in- 
creases. 

Firms that cannot meet the decel- 
eration standard because of uncontrol- 
lable cost increases will be required to 
show that their before-tax profit 
margin (on: sales) is no higher than 
the average of the firm’s best two out 
of three fiscal years ending prior 
October 1, 1978. ‘ 

These price standards are designed 
to ensure that wage moderation is 
matched by price moderation and that 
prices are not increased as a means of 
raising profit margins. 


3. A Program of “Real Wage 
Insurance” 


One of the major obstacles to the 
success of voluntary wage and price 
standards is the fear on the part of 
each group of workers that their ob- 
servance of the wage standard could 
lead to a loss of real income if others 
do not cooperate, or if uncontrollable 
events like a serious crop shortage 
occur. 

To deal with this very legitimate 
fear, the President will propose to the 
Congress in January a program of real 
wage insurance for those who observe 
the wage standard. In broad outline 
the program will work as follows: 

@ Groups of employees would 
become eligible for the program 
through certification by their employ- 
er that their wage increase over the 
next year falls within the 7-percent 
standard outlined above. 

@ Employers would transmit this in- 
formation to the IRS on the W-2 
forms of the employees. 

@ Members of employee groups that 
meet the standard would receive a tax 
refund if the consumer price index 
(CPI) increased by more than 7 per- 
cent over the year. 

@ That refund would be equal to the 
excess of the CPI increase over 7 per- 
cent applied to the employee’s wages, 
up to some reasonable limit. 

@ Only members of employee groups 
that adhere to the standard would be 
eligibie for the refund. 

The details of this legislative propos- 
al will be developed over the next sev- 
eral months and presented to the Con- 
gress early in the next session. 

Widespread observation of the 
standard should lead to a rate of infla- 
tion below 7 percent. But this is an un- 
certain world and there are risks for 
those who cooperate. By substantially 
eliminating those risks, the real wage 
insurance program will provide a 
strong incentive to observe the stand- 
ards and a major support for the fight 
against inflation. 


4. Monitoring Observance of the 
Standards. 


The adherence of private-sector 
firms to the standards will be moni- 


~~ 


FEDERAL REGISTER, VOL 43. NO, 216—TUESDAY, NOVEMBER 7, 1978 





51942 


tored by the Council on Wage and 
Price Stability. The Council has the 
statutory authority to obtain, where 
necessary, the required information on 
prices, profits, and wage rates. It will 
use that authority to identify publicly 
areas of the economy and firms in 
which compliance to the standards is 
not being achieved. 

There will be a need to expand the 
staff of the Council by about 100 per- 
sons. The monitoring effort will, of ne- 
cessity, focus principally upon those 
sectors of the economy dominated by 
large firms and employee groups. It is 
in these industries where the most dis- 
cretion exists in wage and price deci- 
sions and where public pressure can 
most usefully augment the competi- 
tive restraints of open markets. 

There are four basic facets of the 
Council’s monitoring activities. 

First, all of the components of the 
consumer and producer price indexes 
published by the government will be 
monitored in order to identify markets 
in which prices are rising in excess of 
the deceleration standards. The Coun- 
cil will identify the major firms in 
those industries and seek information 
to determine whether or not their 
actions are consistent with the 
standards. 

Second, the Council will concurrent- 
ly begin a program to monitor the 
price and wage actions of about 400 
large firms—primarily those with 
annual sales in excess of $500 million. 
This monitoring effort will provide sig- 
nificant coverage of wage and price 
trends in the major industrial sectors 
of the economy. 

Third, although the standards apply 
to the average price increases of firms 
rather than price hikes for individual 
products or product lines, the Council 
will conduct investigations to ascertain 
the causes of sustained increases in 
major categories of the price indexes 
that exceed an annual rate of 10 per- 
cent. Public reports, identifying the 
factors responsible for the increases, 
will be issued by the Council. 

Finally, in addition to the monitor- 
ing of wage actions by large corpora- 
tions, the Council will follow develop- 
ments in major collective bargaining 
agreements and provide public analy- 
ses of the consistency of these agree- 
ments with the wage standard. 


5. Incentives for Compliance 


This is a voluntary program. Never- 
theless, individuals and firms cannot 
be expected to adhere to the suggested 
limitations on prices and wages unless 
they are provided with a reasonable 
expectation that others will do the 
same. Thus, government must be pre- 
pared to support the standards 
through its own actions. In this re- 
spect, the Administration will inter- 
pret wage or price increases above the 
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standards as an indication of inflation- 
ary conditions in the markets con- 
cerned—shortages, excessive market 
power, shelter from competition, etc.— 
and the Administration is prepared to 
take those steps within its power to al- 
leviate such conditions. The range of 
potential actions would include the 
following: 

(1) A _ reexamination of various 
restrictions on import competition in 
industries in which wage or price in- 
creases are exceeding the standards, 
and, where administratively possible, 
relaxing these barriers to trade. Many 
of these restrictions have the objective 
of protecting the output and employ- 
ment of domestic industries. But they 
are not intended to provide an umbrel- 
la under which excessive price and 
cost increases could be imposed on the 
American public. 

(2) A request to the appropriate reg- 
ulatory agencies that they, in their de- 
cisions on rates and entry, evaluate 
the reasonableness of cost- 
passthrough and other rate-increase 
requests in light of the anti-inflation 
standards for wage and price behavior. 

(3) An examination of specific mar- 
kets in which minimum levels for 
prices or wages are set by administra- 
tive regulations. Those regulations will 
be modified if inflationary pressures 
and nonobservance of the standards 
are evident. 

(4) The circumstances surrounding 
specific inflationary situations will be 
brought to the public’s attention 
through public hearings and reports 
of the Council on Wage and Price Sta- 
bility. The public can help by redirect- 
ing their purchases away from those 
markets where inflationary pressures 
are evident. 

In effect, increases in excess of the 
standards will trigger a consideration 
of government policies and programs 
that affect the specific market in 
which the excessive increase takes 
place. Most of the actions outlined 
above can be adopted administratively 
(i.e., no legislation is required). In 
other cases, the Administration will be 
prepared to provide the Congress with 
specific legislative proposals if neces- 
sary to change government policies 
that exacerbate individual inflationary 
situations. 


6. Government as a Buyer 


The Federal Government itself is a 
major purchaser of goods and services. 
By channeling its procurement to 
those firms whose price and wage deci- 
sions meet the standards of noninfla- 
tionary behavior, the government, 
acting as a prudent buyer, can realize 
important long-term savings in its pro- 
curement budget and simultaneously 
take the lead in the fight against 
inflation. 


The Federal Government will limit 
government procurement activities, in- 
sofar as feasible, to firms that observe 
the wage and price standards. Begin- 
ning in January, for Federal contract 
awards in excess of $5 million, supply- 
ing firms will be required to certify 
that they are in compliance with the 
wage and price standards. Those firms 
who cannot certify that they are com- 
plying with the standards will be ineli- 
gible for government cantracts. This 
program will be administered by the 
Office of Federal Procurement Policy 
in OMB. Specific procedures to carry 
out the policy will be issued shortly. 
As the government gains experience in 
administering the policy, the $5 mil- 
lion cutoff will be gradually lowered. 

Furthermore, the competitive posi- 
tion of the U.S. in world markets will 
be sharply improved by a moderation 
of inflation. Thus, the Eximbank has 
been requested to limit, insofar as is 
feasible and consistent with the Presi- 
dent’s export-promotion policy, the 
availability of its financing programs 
to those supplying companies that ob- 
serve the wage and price standards. 

Beginning in January, 1979, for 
export transactions in excess of $5 mil- 
lion, U.S. exporters seeking Eximbank 
assistance will be required to certify 
that they are observing the wage and 
price standards. This certification will 
be needed in connection with (1) For- 
eign Credit Insurance Association 
short- and medium-term export credit 
insurance policies and renewals, (2) 
Eximbank commitments (under the 
medium-term bank guarantee pro- 
gram) to guarantee export credit obli- 
gations purchased by commercial 
banks, and (3) commitments issued to 
U.S. suppliers in connection with Ex- 
imbank loans and financial guaran- 
tees. Specific procedures to carry out 
this policy will be issued shortly. 

In order to avoid unwarranted inter- 
ference in the purchasing decisions of 
foreign buyers of U.S. products and 
services, and to avoid an adverse effect 
on U.S. exports, the rules for Exim- 
bank implementation of this policy 
will have prospective application only 
(i.e., no existing commitments will be 
interrupted) and will apply only to 
those cases in which Eximbank sup- 
port is sought by U.S. companies. Cer- 
tifications will not be required when 
the foreign purchaser applies directly 
to Eximbank for financing. 


7. Overall Implications 


The deceleration standard for prices 
can be related to the wage standard by 
adding one half of a percentage point 
to the wage standard to reflect sched- 
uled increases in legislatively mandat- 
ed payroll costs, and by deducting 1% 
percentage points for productivity 
growth. The resulting economy-wide 
5% percent rate of increase in unit 
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labor costs, with unchanged markups 
over costs, would imply an equal rate 
of economy-wide price increase. This 
rate of price increase is % percentage 
point below the 6% percent average of 
1976-77. Thus, the wage and price 
standards are consistent with one 
another. 

Yet, even with very widespread ob- 
servance of the wage and price standa- 
ards, the overall rate of cost and price 
increase in 1979 will probably exceed 
5% percent. Some exceptions to the 
strict numerical standards have been 
adopted to ensure the degree of flexi- 
bility required to avoid gross inequities 
and inefficiencies. Some competitive 
markets—especially farm-product mar- 
kets—could continue to be sources of 
inflationary pressures. Widespread 
compliance with the wage/price stand- 
ards is likely, however, to reduce infla- 
tion to the range of 6 to 6% percent 
over the next year. This would repre- 
sent significant progress over 1978. 

In future years, as success is 
achieved, the wage/price standards 
will be lowered. Thus, the nation will 
achieve price stability over a period of 
several years while simultaneously 
avoiding recession and maintaining 
real incomes. 


B. SPECIAL PROBLEM SECTORS 


The wage/price standards are de- 
signed to serve as guides for the be- 
havior of decisionmaking agents who 
have discretionary power over the 
prices and wages that they receive. 
Thus, standards are not directly rele- 
vant to pricing behavior in those mar- 
kets in which prices are determined by 
the impersonal workings of supply and 
demand. In particular, the program, as 
discussed thus far, does not address in- 
flationary problems in such highly 
competitive markets as those for farm 
products and many other raw materi- 
als. Yet, several of these sectors have 
been significant sources of inflation in 
recent years. 

In these and some other markets it 
will be necessary to supplement the 
standards with special programs that 
are tailored to the unique conditions 
of each situation. Some examples of 
this approach are discussed briefly 
below. 


Food Prices 


Over the last decade, food-price in- 
creases, at both the retail and farm 
levels, have exceeded the rise in other 
prices by only a slight margin. Howev- 
er, year-to-year food-price changes 
have followed a far more erratic 
course. In particular, food-price in- 
creases have accounted for a fourth of 
the inflation in consumer prices thus 
far this year. 

The outlook for food-price inflation, 
except for meat products, is generally 
more favorable for 1979. Prices are not 
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depressed currently relative to costs in 
most major food-product categories 
and the supply outlook, in the absence 
of adverse weather conditions, is good. 
There will continue to be, however, 
limited supplies of beef due to previ- 
ous sharp contractions in herd sizes. 

The monitoring of food prices will 
concentrate on food prices both at the 
raw commodity or farm level and at 
the retail level. 

Farm ijevel prices are a maior source 
of the volatility in retail food prices. 
These commodity prices are deter- 
mined by competitive-market supply 
and demand forces. In these markets, 
erratic price movements are most 
often the result of major supply-side 
shocks such as weather conditions, dis- 
ease, and biological forces. Since these 
factors, and the resulting market-price 
movements, are outside the control of 
the individual farming units, the mon- 
itoring of these prices will focus on 
overail market trends. 

Price stability in our agricultural 
economy is and will continue to be a 
cornerstone of Federal policy. The 
monitoring will identify sustained 
upward price movements in particular 
commodity markets in excess of the 
overall inflation rate. Where such 
changes are not justified by changes 
in costs, administrative actions will be 
considered to expand supply and mod- 
erate price increases. 

At the retail level, individual firms 
in the processing and distribution sec- 
tors will be expected to adhere to the 
price standards with respect to in- 
creases in margins. The Department of 
Agriculture and the Council on Wage 
and Price Stability will cooperate in a 
joint effort to monitor national trends 
in marketing margins. Efforts will be 
made to ensure that commodity price 
decreases at the farm level are accu- 
rately and quickly reflected in retail 
prices and that when farm product 
prices rise, there are no more than 
commensurate increases in retail food 
prices. 


Housing 


The costs to homeownership have 
risen about as fast as the general rate 
of inflation over the last decade. In 
recent years, however, these costs 
have increased much more rapidly 
than other consumer prices—at an 
average annual rate of 9 percent. In 
some regions of the country the in- 
creases have been even larger. These 
rapid cost increases reflect a combina- 
tion of (1) strong demand pressures in 
those markets that supply materiais 
for homebuilding, (2) local land-use re- 
strictions that have sharply increased 
development costs for new housing, 
and (3) large increases in financing 
charges. 

These problems cannot be solved 
easily by a program of voluntary price 
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and wage restraint. The most effective 
way to moderate the rise in homeown- 
ership costs is to bring the general in- 
flation under control. Success of the 
anti-inflation program would help 
bring down interest rates and dampen 
speculation in real estate as a hedge 
against inflation. . 

Local] land-use planning, important 
as it is to the preservation of a healthy 
and esthetic environment, can be very 
costly. The Administration has recent- 
ly launched a cooperative effort with 
State and local governments, one 
aspect of which will work to mitigate 
the inflationary impact of local land- 
use regulations without jeopardizing 
the goals of these planning activities. 


Health Care i 


The health-care sector is of particu- 
lar importance. Yet a price standard 
cannot be easily applied to an industry 
in which output is not an easily meas- 
ured concept. Inflation in this indus- 
try has been a severe and persistent 
problem. Medical-care prices have con- ‘ 
sistently outpaced overall inflation, 
and expenditures for medical care con- 
stitute a steadily escalating share of 
our national output. A decade ago, 
health-care costs accounted for 6% 
percent of GNP. Now they account for : 
9 percent. The health-care industry is 
not one in which market forces can be : 
expected to provide an adequate re- ' 
straint on price increases. The most : 
significant action we can take to} 
reduce inflation in medical-care costs | 
is to institute direct controls over hos- | 
pital costs. Hospital costs are the larg- | 
est and fastest growing component of 
medical-care costs. They have in-- 
creased between 15 and 20 percent in 
each of the lest three years and now 
constitute 40 percent of total health- | 
care costs. { 

A deceleration of only one half of a | 
percentage point in medical-care costs 
is not commensurate with the extreme 
magnitude of these recent cost in- 
creases. A more appropriate standard 
for this industry is a deceleration of at 
least two percentage points next year 
and continued deceleration in future 
years until the rate of growth of medi- 
cal-care expenditures is brought into 
line with the rate of growth of the 
overall Gross National Product. 

The Administration has already 
taken actions to contain health-care 
costs. Measures have been taken to 
strengthen health planning and en- 
courage growth in Health Mainte- 
nance Organization programs, which 
embody incentives to promote cost 
consciousness and to keep enrolled 
members healthy. Within the Medi- 
care and Medicaid programs, steps 
have been taken to discourage unnec- 
essary surgery, to encourage use of ge- 
neric drugs (which are typically less 
costly than brand-name drugs), and to 
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promote greater price competition for 
medical equipment and supplies. 

These activities and voluntary ac- 
tions of the medical-care industry 
have moderated the rate of medical- 
care inflation. The Council on Wage 
and Price Stability will continue to 
monitor inflation in this sector and 
will assist the industry’s own efforts to 
contain health-care costs. However, 
the best way to make substantial in- 
roads into the persistent medical-care 
inflation problem is to enact cost-con- 
tainment legislation. 


Conclusion 


The actions that the President has 
announced rely heavily upon the bal- 
anced use of overall economic policies, 
exercise of the administrative powers 
of Government, and voluntary cooper- 
ation of the private sector. They will 
be implemented immediately. Howev- 
er, more must be done. The President 
has instructed his advisors to analyze 
and prepare a set of complementary 
legislative proposals for submission to 
the 96th Congress when it convenes in 
January. 


QUESTIONS AND ANSWERS 


1. Question. Are companies subject 
to a reporting requirement under this 
program? 

Answer. There is no reporting re- 
quirement. This policy is consistent 
with the President’s desire to mini- 
mize paperwork and reporting burdens 
on firms. However, firms are expected 
to collect, organize, and retain infor- 
mation needed to determine whether 
they are in compliance with both the 
wage and price standards. Firms 
should tailor their data system to the 
structure of the anti-inflation pro- 
gram. Firms should measure their 
price and pay actions against the 
standards and be able to demonstrate 
that they are doing so. 

2. Question. Why is 1978 not includ- 
ed in the base period? 

Answer. The first half of the year is 
excluded in order to avoid penalizing 
those who made a good-faith effort to 
comply with the deceleration effort 
begun earlier in the year. If the early 
1978 experience were incorporated 
into the base, then those firms that 
accelerated their price increases earli- 
er this year would be better off than 
those who decelerated because they 
would have a relatively higher base 
going into the program year. 

3. Question. Can’t a firm with prices 
that have been depressed due to weak 
demand and that has faced higher 
costs raise prices? 

Answer. In general, monitoring ef- 
forts will not focus on firms with a 
program-year rate of price change less 
than 1.5 percent. With respect to the 
approximately 400 large firms that 
will be monitored most closely, this 
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procedure does not provide an escape 


for those that could be expected to 
achieve price deceleration. 

A firm with negative base-period 
profits would qualify as an exception 
to the profit test standard on the basis 


_ that applying such a test would cause 


undue hardship. Firms with negative 
profit margins are still expected to 
meet the price standards, but in cases 


where they fail, the Council will con- . 


sider each situation individually to de- 
termine if an exception should be 
granted. 

4. Question. Are all raw materials ex- 
cluded? 

Answer. Raw materials are part of 
the program. However, since the prices 
of raw materials (such as raw farm 
commodities, crude oil, natural gas, 
and coal) are not determined at the 
level of the individual firm, raw mate- 
rial prices should be excluded from 
the company average price calcula- 
tions. Instead, raw material markets 
will be monitored by CWPS to identify 
sustained price increases in excess of 
the overall inflation rate. Where such 
increases are not justified by changes 
in costs, government actions will be 
considered to expand supply and mod- 
erate price movements. 

A company would be exempt from 
the profit margin standard if more 
than 75 percent of its revenues are ac- 
counted for by sales of raw materials 
and there is no reasonable accounting 
basis for computing a profit margin on 
its remaining sales. 

5. Question. Are interest rates cov- 
ered by the program? Are banks cov- 
ered? 

Answer. Interest rates are set in 
open markets and influenced to a 
large extent by government agencies. 
Therefore, they will not be part of the 
Council’s monitoring of individual 
firms and should be excluded from the 
calculation of an individual company’s 
average price. The Council expects in- 
terest rates to decline as the overall in- 
flation rate is reduced. 

Banks are covered by the program. 
However, since interest rates are ex- 
cluded, banks will be expected neces- 
sarily to meet the price deceleration 
standard, but will be expected to meet 
the profit margin standard. Thus, 
changes in the interest rates charged 
by banks should reflect changes in the 
cost of funds. In addition, banks are 
expected to comply with the pay 
standard. The Council may in future 
months consider a program tailored to 
the special institutional characteristics 
of banks—a program that maintains 
the original objectives of the program. 
But certainly a bank that complies 
with the current standards will be in 
compliance with any new program. 

6. Question. Does the pay standard 
apply to collective bargaining settle- 
ments which were being negotiated 


prior to the announcement on October 
24 but in which no formal agreement 
was signed? 

Answer. The pay standard does not 
apply under any of the following cir- 
cumstances: 

(1) There was a written memoran- 
dum of agreement covering wages and 
benefits between the parties prior to 
October 24; 

(2) There was a written management 
offer outstanding on October 24, and 
the contract is later signed with wage 
and benefit terms that are no higher; 
or 

(3) There was evidence of an oral 
agreement covering wages and bene- 
fits between the parties prior to Octo- 
ber 24. 

7. Question. Does the pay standard 
apply. to increases for nonunion em- 
ployees that were announced prior to 
October 24 but not effective until 
after that date? 

Answer. As in the case of union con- 
tracts agreed to before October 24,7 
such increases are exempted from the 
standard if it can be shown that it is 
the company’s historically established 
practice to announce its pay increases 
to its employees at such time to be ef- 
fective at a later date. 

8. Question. Does the tandem unit 
exception to the pay standard apply to 
nonunion units claiming to follow 
union units? 

Answer. It does, if it can be shown 

clearly that the nonunion unit claim- 
ing tandem has historically followed 
the union unit exactly in both timing 
and size of pay increases. These crite- 
ria are to be applied strictly. 
. 9. Question. How do you define the 
nonunion management group of em- 
ployees as opposed to the nonunion 
nonmanagement group? 

Answer. Companies will be asked to 
determine this according to past prac- 
tices. In general, management employ- 
ees should be those whose duties are 
primarily of a supervisory nature. For 
example, the Fair Labor Standards 
Act distinction between exempt and 
nonexempt employees might be used. 
Firms should not, however, alter or 
stretch previously used categories in 
order to permit above-guideline pay in- 
creases for large numbers of workers. 
Firms should not “gerrymander’” the 
lines of demarcation among different 
types of employee units. Each firm 
should determine for itself exactly 
where to draw the line between man- 
agement and nonmanagement person- 
nel, based on past practice. 

10. Question. Does the work-rule 
change provision for pay-rate in- 
creases above the pay standard open a 
loophole by allowing management and 
labor to overstate productivity gains 
and thereby justify larger pay in- 
creases? 
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Answer. The Council will review 
claims of productivity gains resulting 
from work-rule changes to ensure that 
the cost reductions are genuine and 
are large enough to offset the excess 
of the pay increase over the pay stand- 
ard. Claims that larger pay increases 
are justified by an historically higher 
rate of productivity gain in a particu- 
lar industry are not relevant; there 
must be a demonstrated gain in pro- 
ductivity from changes in specific 
work rules in the new agreement. 

11. Question. Are such forms of ex- 
ecutive compensation as bonuses and 
stock options included within the pay 
increase to be measured against the 
standard? 

Answer. All such forms of compensa- 
tion are included within the standard. 
Deferred forms of compensation are 
included in the year in which they are 
received. 


ILLUSTRATIONS 


1. MEASURING RATES OF PRICE CHANGE: AN 
EXAMPLE 


To establish compliance with the 
anti-inflation program price decelera- 
tion standard, two rates of price in- 
crease should be computed. The first 
summarizes the rate of price increase 
over the 1976-77 period. The second 
summarizes the rate of price increase 
over the program year. These two 
rates of change are compared to deter- 
mine compliance with the price decel- 
eration standard. 


Constructing Company Average Price 


To determine compliance with the 
price deceleration standard on an 
annual basis, it is necessary to com- 
pute company-wide average prices in 
each of four quarters. The quarters 
are 
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Last complete fiscal or calendar! 

quarter of 1975. . Required to compute 
Last complete fiscal or calendar rate of price change 
quarter of 1977. over 1976-77 period 


quarter ending by September 30, 
1978 (referred to as the base 
quarter). Required to compute 
Last complete fiscal or calendar program-year rate 
quarter ending by September 30, of price change 
1979 (last quarter of the program 
year). 


Last complete fiscal or calendar | 





An example illustrating how the average price calculations can 
be made is presented in Table 1. In this example, it is assumed 
that the company produces three products, A, B, and C. In each 
quarter, the individual product line prices are determined by 
dividing gross receipts during that quarter by the number of 
units sold (alternative methods of determining product-line 
prices are discussed below). 


The company-wide average price is an index of individual 
product line prices. Using the definition in §705C of the 
standards, the company average price will always equal one 
in the last quarter of 1975 and the base quarter. Applying 
this definition to the data in Table 1, the company average 
prices in the final quarters of 1975 and 1977 are 


Po, =|3.00 x / 60 \] + x { 50\]+ [34.00 x 340 \ 1.000 
ui a50 >. 00 450 45 














x 50 \i+ | 
60” (ase 


TABLE 1 





Last Complete Product Lines 
Fiscal or Calendar A B c 


Quarter Ending on Gross Unit | Gross Units/Gross Units Total 
or Before Receipts Sold/| Receipts Sold |Receipts Sold Receipts 








December 31, 1975 60 20 50 25 340 10 450 
December 31, 1977 48 12 40 25 318 8 


September 30, 1978 100 20 50 25 400 10 | 559 
September 30, 1979 130 25 52 25 510 12 





Individual Product-Line Prices 
B Cc 


December 31, 1975 2.00 34.00 
December 31, 1977 1.60 39.75 





September 30, 1978 2.00 40.00 
September 30, 1979 2.08 42.50 











Company Average Price 


December 31, 1975 1.0000 
December 31, 1977 1.1500 





September 30, 1978 1.0000 
September 30, 1979 1.0564 
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The base quarter and final program-year quarter company- 
wide average prices are similarly calculated as 


Pog =)5-00 x (100 +[2.00 x / 50\|+[40.00 x /400\|= 1.000 
5.00 50 2-00 550 |i 140-00 \550 


Pog = 220 * 100 \iti2.08 x 50 ¥+442.50 x (400 i= 1.0564 
[500 «550 2-00 550 $0.00 550 ji 


Given the company average prices in the above example, the 
1976-77 base rate of price change and the program-year rate 
of price change are computed as follows: 


| Base rate of P47 - 1 
price change ; P75 


Program-year (2 - 1 ) 
P 



































rate of price 78 
change 

















a - ‘) 100 = | 5.642 





Price increase deceleration = 7.24% -5.64% = 1.60% 
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As is evident, the program year rate 
of price change (5.64 percent) is 1.60 
percent below the 1976-77 base rate of 
price change (7.24 percent). This com- 
pany therefore complies with the price 
deceleration standard, which requires 
at least a 0.50 percent reduction in the 
average rate of price increase for all 
products. 


Alternative Price Measurement Method 


In the above example, average prices 
are obtained for individual product 
lines by dividing quarterly revenues by 
units sold. Actual list prices may be 
used instead if the timing of list-price 
changes is constant for year-to-year 
and if discounting practices do not 
vary substantially. In these cases, list 
prices should be measured at the same 
point in each quarter (e.g., at the end 
of each quarter). 

Further, companies with a very large 
number of products and prices may de- 
termine product line average prices 
from a representative sample of prod- 
ucts within each product line. The 
products should be selected according 
to accepted statistical procedures so 
that a company’s calculated rates of 
price increase are not unduly sensitive 
to the sampling procedure. 

These, and other methods, are ac- 
ceptable ways to evaluate product-line 
prices, so long as the methods are con- 
sistent with the objectives of the price 
standards. . 


Six-month Price Check 


In order to satisfy the 6-month price 
increase limitation, the average price 
increase over the first 6 months of the 
program year should be less than 50 
percent of the annual increase sug- 
gested by the price deceleration stand- 
ard. 

In the example in table 1, the 1976- 
77 rate of price increase was 7.24 per- 
cent the program-year rate of price in- 
crease allowed by the price decelera- 
tion standard is 6.74 percent (7.24 per- 
cent to 0.50 percent). The six-month 
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limitation is therefore 3.37 percent 
(6.74 percent/2). Therefore, to satisfy 
the 6-month limitation, the company 
average price in the first and second 
quarters of the program year should 
be less than 1.0337. To check for com- 
pliance with this limitation, an aver- 
age price should be calculated for the 
first and second quarters using the 
base-quarter gross receipt shares as 
weights. 


Calculating Pass-Through of Pay 
Deceleration 


Compliance requires that companies 
pass through the cost savings from sub- 
stantial pay deceleration by effecting 
additional price deceleration. The 
standard calls for additional price de- 
celeration whenever the percentage 
change of the company-wide pay rate 
in the program year falls below the 
average 1976-77 rate of change by 
more than 0.5 percentage points. 

The method of calculating the re- 
quired price deceleration is illustrated 
in the following example. If the com- 
pany pay rate is $5 in the last quarter 
of 1975 and $6 in the last quarter of 
1977, the base rate of change in the 
company pay rate is: 


6:09 -1l x 100 = 9.54% 


If the company pay rate rises to 
$6.50 in the base quarter and, further, 
to $7 in the final quarter of the pro- 
gram year, the program-year rate of 
change of the company pay rate is 7.69 
percent. Thus, the rate of deceleration 
of the company pay rate is 1.85 per- 
cent (9.54 percent to 7.69 percent). 

If the pay share is 0.6 (i.e., pay is % 
of gross revenue), then the price decel- 
eration required is 

0.5 + (1.85 - 0.50) x 0.6] = 1.3 


CALCULATING PAY-RATE INCREASES: AN 
EXAMPLE 


The pay standard is applied sepa- 
rately to each collective bargaining 


unit. For nonunion employees, the 
standards are applied separately to 
two groups: (1) Management employ- 
ees and (2) nonmanagement employ- 
ees. The first example below illus- 
trates the application of the 7-percent 
wage standard to the latter two 
groups. The second example illustrates 
the application of the pay standard to 
collectively negotiated contracts. 


Nonunion employee units 


Although the following example 
uses hourly pay rates, pay increases 
may be measured in terms of monthly 
salaries if this conforms to the method 
of compensating these workers. If 
some workers are paid by the hour 
and others are paid by the month, a 
reasonable assumption, about the 
hours worked per month by the latter 
group must be made. 

Table 2 contains hypothetical data 
on payroll costs. The firm has a total 
payroll cost of $3 million for one of 
the two employee groups in the first 
quarter of the company’s program 
year. To check for compliance, the 
firm would first deduct the cost over 
the quarter of employer contributions 
to such items as social security, unem- 
ployment insurance, and worker’s 
compensation. In the example, these 
items total $200,000; the difference 
($2.8 million) represents the total pri- 
vate payroll cost for this employee 
unit in the base quarter. This cost in- 
cludes both wages and payments for 
private fringe benefits such as health 
insurance and pension plans. Since the 
standard applies to straight-time pay 
rates, overtime payments should also 
be deducted. In the example, this en- 
tails subtracting $100,000 from the 
$2.8 million in total wages and private 
fringe benefits. The sum of straight- 
time wages and private fringes, then, 
is $2.7 million. 

Division of total pay by the total 
number of .straight-time employee 
hours worked in this unit yields the 
hourly pay rate. 
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In the example, of the 500,000 hours 
worked in the quarter, straight-time 
hours comprise 490,000. Dividing $2.7 
million by 490,000 hours yields $5.51 
per hour. This is the relevant average 
hourly pay rate for this employee unit 
in the first quarter of the company’s 
program year. 

A comparable hourly pay rate figure 
for the company’s base quarter must 
be calculated. The base quarter is 
either the company’s last fiscal quar- 
ter completed by September 30, 1978, 
or the calendar quarter ending Sep- 
tember 30, 1978. In this example, the 
average hourly pay rate in the base 
quarter is $5.05 ($2,400,000 divided by 
475,000 hours). 

The pay increase for the employee 
unit in the first quarter of the pro- 
gram year is 9.1 percent. This is great- 
er than the 7-percent limit; the compa- 
ny is not in compliance with the pay 
standard. By contrast, if the base 
quarter hourly compensation had been 
$5.30, the percentage increase for this 
employee unit during the first quarter 
of the program year would be 4.0 per- 
cent, and the firm would be in compli- 
ance with the 7-percent standard. 

Similar checks for compliance 
should be performed for the second, 
third, and fourth quarters of the pro- 
gram year. In each quarter, compli- 
ance requires that the pay rate be no 
greater than 7 percent above the base- 
quarter pay rate. 


Collective bargaining agreements 


In determining the cost of a collec- 
tive bargaining agreement, several 
general principles should be followed: 

(a) The average straight-time hourly 
wage rate for the bargaining unit at 
the expiration date of the prior con- 
tract will be the base rate for calculat- 
ing percentage wage increases. 

(b) This base rate includes any cost- 
of-living adjustments (COLA) made 
under the expiring agreement that 
have not yet been incorporated into 
the base rate. 

(c) Wage increases over the period of 
the new agreement should be com- 
pounded. For example, the wage in- 
crease in the second year of an agree- 
ment is caiculated by multiplying the 
stipulated percentage increase for the 
second year times the wage rate that 
will prevail at the beginning of the 
second year, including any first-year 
wage increase (including COLA). 
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(d) COLA increases should be calcu- 
lated assuming a 6-percent average 
annual rate of inflation from the ef- 
fective date of the contract. 

(e) The increased cost of maintain- 
ing existing private benefit programs 
(e.g., expected increases in health pre- 
miums), as well as the cost of new 
benefit provisions, is to be included in 


pay. 

(f) “Roll-up,” the added cost of 
wage-related benefits resulting from a 
scheduled wage increase, should also 
be included. 

The following example, summarized 
in table 3, illustrates the specific pro- 
cedures to be followed in calculating 
the cost of an agreement. In this ex- 
ample, the new collective bargaining 
settlement calls for a fixed wage in- 
crease of 50 cents per hour in the first 
year and 3-percent increases in both 
the second and third years; continu- 
ation of a cost-of-living clause provid- 
ing payments of one cent per hour for 
each 0.3 point rise in the CPI, payable 
in the second and third years; mainte- 
nance of all health insurance benefits; 
an additional holiday; and higher pen- 
sion benefits. The average straight- 
time wage rate at the start of the con- 
tract is $8.00 an hour and the average 
wage-and-benefit rate is $11.00 an 
hour. 

1. The first-year fixed increase in 
the wage rate is 50 cents per hour. 
There is no COLA payment in the 
first year. 

2. The second-year fixed increase is 3 
percent of the new base of $8.50, or 25 
cents. To this must be added the 
COLA. In the example, the COLA is 
payable at the start of the second 
year, based on the change in the CPI 
from September 1978 to September 
1979. The CPI in September 1978 
stood at 198.0; the assumed September 
1979 CPI is 209.9 (198.0 x 1.06). Under 
this 6-percent inflation assumption, 
the CPI rises 11.9 points (209.9-198.0). 
Dividing 11.9 by 0.3 produces a 39-cent 
COLA payment (rounding is always 
down). The 39-cent COLA added to a 
25 cent fixed increase results in a total 
wage increase of 64 cents. 

3. The third-year fixed increase is 3 
percent of the new base of $9.14, re- 
sulting in an increase of 27 cents per 
hour. The assumed 6-percent inflation 
rate would raise the September 1980 
CPI to 222.4, a gain of 12.5 points, 
which, when divided by 0.3, generates 
a third-year COLA increase of 41 cents 


per hour. The resulting total wage- 
rate increase is, therefore, 68 cents per 
hour. 

4. Nonwage items are considered sep- 
arately. The cost of maintaining exist- 
ing health insurance plans or the cost 
of increasing monthly pension benefits 
will depend on existing health insur- 
ance coverage and the age and senior- 
ity composition of the work force. In 
this example, each holiday costs an 
average of $64 ($8 per hour times 8 
hours) which, spread over the stand- 
ard work year (2,080 hours), results in 
a 3-cent-per-hour ($64/2,080 hours) 
pay-rate increase. The _ estimated 
dollar cost of all nonwage items can be 
converted to an hourly figure in a sim- 
ilar fashion. Assume that these items 
total 53 cents per hour (50 cents to 
maintain health insurance and im- 
prove pension benefits and 3 cents for 
the additional holiday). To these must 
be added the “rollup” effect of the 
wage increases, i.e., the additional cost 
of existing wage-related benefits such 
as holidays and vacations resulting 
from the wage increase. This will 
depend on each individual company’s 
benefit structure. Assuming, in the ex- 
ample, that rollup amounts to 20 per- 
cent of the wage-rate increase ($1.82 
per hour), another 36 cents per hour is 
added to the pay rate over the con- 
tract term. 

5. The total pay-rate increase is 
$1.82 in wages plus 89 cents in non- 
wage items and rollup for a total of 
$2.71 per hour. Assuming that the pay 
rate at the expiration of the prior con- 
tract was $11 per hour, the $2.71 in- 
crease over the new contract life rep- 
resents a 24.6-percent pay-rate in- 
crease. The annual rate of increase is 
obtained by using the formula in 
705B-2 of the above description of the 
standards: the cube root of 1.2464 is 
1.076; subtracting 1.0 from this figure 
and multiplying by 100, we obtain the 
average annual rate of increase: 7.6 
percent. This  collective-bargaining 
agreement, therefore, would not be in 
compliance with the pay-rate stand- 
ard. 

6. Similar calculations for private 
fringe benefit increases and rollup 
over the first year of the contract 
should be made. The resulting in- 
crease should be added to the 50-cent 
first-year wage-rate increase. For com- 
pliance, this sum must be no more 
than 8 percent of the $11 per hour 
base pay rate at the time of expiration 
of the old agreement. 
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TABLE 3: WAGE AND BENEFIT INCREASES 











COLA Calculation 


CPI Assumption 





September 1978 198.0 First Year COLA None 


September 1979 209.9 Second Year COLA 209.9 -198.0 39 Cents 
“a 





September 1980 222.4 Third Year COLA 222.4 -209.9 41 Cents 
oud 





Fixed Increases 





First Year é 50 Cents 


Second Year (2nd year base) 
(8.00 + .50) 25 Cents 


Third Year (3rd year base) 
(8.50 + .25 +.39) 27 Cents 


Wage Summary 





Base Fixed Total Percent 
Wage Increase COLA Increase by Year 





First Year $8.00 $ .3@ $ .B6 - 6.25 
Second Year 8.50 sae 39 tan 
Third Year 9.14 ont my es 7.44 
Life -of-Contract 1.02 .80 


Wage Plus Private Fringe Benefi 





Total Wage Increase 1.82 Base Pay Rate $ 11.00 
Fringe Benefit Increase me 
Roll-up - 36 


Percent Change over res! 
Total Pay-rate Increase 2.41 Life-of-Contract 11.60 





Total increase over life af the contract 1 24.64% | 





Annual rate of increase over the life of the contract 7.6% 
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Accordingly, it is proposed to add a 
new part 705 to title 6 of the Code of 
Federal Regulations and an appendix 
to that part as follows: 


PART 705—WAGE AND PRICE GUIDANCE 


§ 705.1 Authority 


The provisions of this part are pro- 
mulgated under the Council on Wage 
and Price Stability Act, Pub. L. 93-387, 
as amended by Pub. L. 94-78, and Pub. 
L. 95-121 (12 U.S.C. 1904 note), and 
particularly in furtherance of § 2(c), 
§ 3(a)(4), and § 3(a)(5) of that Act. 


APPENDIX 
705A PRICE STANDARD 


§05A-1 Price deceleration standard. 
A company satisfies the price decelera- 
tion standard if its program-year rate 
of price change is at least 0.5 percent- 
age points less than the base rate of 
price change. 

(i) The program-year rate of price 
change is the percentage change in 
the company average price from the 
base quarter to the fourth following 
quarter (see the definitions for more 
cetail). 

(ii) The base rate of price change is 
the average annual rate of change in 
the company average price from the 
last calendar or complete fiscal quar- 
ier of 1975 to the same quarter of 1977 
(see the definitions for more detail). 

705A-2 Full pass-through of pay de- 
ceieration. If the program-year rate of 
change of the company pay rate falls 
below the base rate of change of the 
compnay pay rate by more than 0.5 
percentage points, additional price de- 
celeration is required for compliance. 
In particular, the program-year rate of 
price change should be less than the 
base rate of price change by the fol- 
lowing percentage: 0.54 [(company pay 
share)x (rate of. deceleration of the 
company pay rate minus 0.5)]. 

705-3 Maximum increase. If the 
base rate of price change is greater 
than 10.0 percent, compliance requires 
a program-year rate of price change of 
9.5 percent or less. 

7Q5A-4 Profit margin standard. A 
company which does not achieve the 
price deceleration standards in 705A-1, 
z, and 3 will be considered to be in 
compliance if its program-year profit 
margin does not exceed its profit 
margin base. If product lines excluded 
- under parts 705A-6(i)(1) and 705A- 
6(iX(3) account for more than 75 per- 
cent of program-year dollar sales 
volume and there is no reasonable ac- 
counting method capable of establish- 
ing a separate profit margin for the 
nonexcluded product lines, the compa- 
ny is excepted from the preceding 
profit margin criterion for compliance. 

405A-5 Six-month standard for 
price increases. During the first half 
of the program year, increases in the 
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company average price should be lim- 
ited to no more than 50 percent of the 
allowable program-year price increase. 
However, companies need not comply 
with this 6-month limit if they can 
demonstrate that their actions are 
consistent with adherence to the 
profit margin standard and either re- 
flect seasonal variations in business 
operations or reflect their historical 
business practice or reflect unusual 
business conditions. 

705A-6 Exclusions from company 
average price calculations. 

di) Raw material and auction-type 
markets. Prices that are not typically 
set at the level of the individual com- 
pany are excluded from company aver- 
age price calculations. These prices 
will be monitored on an overall market 
basis. This exclusion applies to three 
categories of prices: 

(1) Prices of agricultural and indus- 
trial raw materials (including crude 
petroleum and natural gas), 

(2) Interest rates, and 

(3) Prices of commodities whose his- 
torical price changes can be shown to 
have been closely tied to price move- 
ments in an organized open exchange 
market. 

(ii) Prices of imported goods at the 
time of first sale in the United States, 
prices charged in foreign sales or 
leases, and prices of product lines ex- 
changed in other than open arms 
length transactions are excluded from 
company average price calculations. 

diii) Prices of new or discontinued 
product lines and custom product lines 
are excluded from the company aver- 
age price calculations. 

4054-7 Alternative methods of ac- 
counting. 

(a) Companies may use alternative 
methods of accounting which are con- 
sistent with the objectives of these 
standards. For example, companies 
may: 

di) Sample prices within product 
lines (using generally accepted statisti- 
cal procedures); 

(ii) Rely upon list prices where price 
discounting practices are not volatile; 

(iii) Measure prices at the end of cal- 
endar (or fiscal) quarters where prices 
are not frequently changed. 

(b) The Council on Wage and Price 
Stability may request, for the purpose 
of determining whether a company is 
in compliance with these standards, 
that a company change one or more of 
its procedures if the Council deter- 
mines that the company’s method of 
measurement does not properly reflect 
the annual rates of price increase or 
profit margins. 

105A-8 Insufficient product cover- 
age. Any company that cannot com- 
pute a rate of price change represent- 
ing more than 75 percent of its dollar 
sales volume during the base quarter 
should comply with the conditions of 


the profit margin standard. For pur- 
poses of calculating this percentage of 
sales volume, dollar sales volume 
should exclude revenues from product 
lines covered under §705A-6 (i) and 
(ii). 

705A-9 Undue hardship or Gross 
Inequities. The Council on Wage and 
Price Stability may except a company 
from the application of the price 
standard, make adjustments to the 
base rate of price change, or alter ap- 
plication of the profit-margin standard 
to avoid extreme situations of hard- 
ship or gross inequity. 


765B PAY STANDARD 


705B-1 Employee units. For the 
purpose of establishing compliance 
with the pay standard, a company 
must identify three types of employee 
units: 

(i) Each group of the company’s em- 
ployees subject to a particular collec- 
tive bargaining agreement to which 
the company is a party will constitute 
a separate employee unit; 

(ii) Ail management employees (not 
under a collective bargaining agree- 
ment) will constitute a single employ- 
ee unit; and 

(iii) All other employees will consti- 
tute a single employee unit. 

A company need not identify sepa- 
rately collective-bargaining units ac- 
counting for less than 5 percent of its 
employees. However, if a collective- 
bargaining unit is not separately iden- 
tified, the workers must be included in 
the “all other employees” category: 

705B-2 Pay standard for collective- 
bargaining agreements. y 

<i) A company complies with the pay 
standard if the annual rate of pay-rate 
change over the life of each collective- 
bargaining agreement negotiated 
during the program year is no greater 
than 7 percent. This compliance crite- 
rion is computed by the following for- 
mula: 


where 


W,=the pay rate at the end of the period 
covered by the new contract, 

W,=the pay rate in effect at the expiration 
of the period covered by the previous 
contract, and 

T=the length of the period covered by the 
_ contract (in years or fraction there- 
of). : 


(ii) In addition, the first-year in- 
crease of a contract for which the du- 
ration extends beyond 12 months must 
be no greater than 8 percent. 
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(iii) For purposes of determining 
whether the annual rate of pay-rate 
change is consistent with the pay 
standard, formulae for cost-of-living 
adjustments should be computed on 
the assumption of a 6-percent annual 
rate of inflation in the Consumer 
Price Index over the life of the con- 
tract. 

(iv) The cost of private fringe bene- 
fit programs should be evaluated in 
terms of employer contribution rates. 

(v) Pay-rate increases dictated by 
agreements signed prior to October 24, 
1978, are exempted from the pay 
standard. 

(vi) A contract that includes a provi- 
sion for a future reopening will be as- 
sumed to be terminating on that date. 

705B-3 Pay standard for employee 
units of types (ii) and (iii). A company 
complies with the pay standard if the 
pay rate for each of the employee 
units of types (ii) and (iii) in each 
quarter of the program year does not 
exceed the base-quarter pay rate of 
the employee unit by more than 7 per- 
cent. 

705B-4 Low-wage exemption. Em- 
ployees earning $4 or less per hour in 
straight-time hourly wages on October 
1, 1978, must be excluded from each 
employee unit in making pay-rate 
computations. 

705B-5 Tandem pay rate changes. 
Pay-rate changes in one employee unit 
that have been regularly linked to 
pay-rate changes in another employee 
unit are exempted if the pay-rate in- 
crease was granted to the latter unit 
prior to October 24, 1978. Employee 
units need not be in the same compa- 
ny. In order to establish such a link- 
age, the parties must demonstrate 
that the past pay-rate increases of the 
two employee units have been equal in 
value and directly related in timing. 
Companies with annual sales in excess 
of $500 million should notify the 
Council when they employ this ex- 
emption in determining compliance. 

105B-6 Pay-rate increases traded 
for productivity-improving work-rule 
changes. In determining compliance, 
that part of a pay-rate change that is 
in return for changes in contractual 
work-rules and practices that alter 
productivity will be deducted from the 
pay-rate change. In order to comply in 
this manner, it must be demonstrated 
that the cost reductions generated by 
the work-rule change are equal to or 
greater than the excess of the pay-rate 
change over the pay standard. 

705B-7 Undue hardship or gross in- 
equities. The Council on Wage and 
Price Stability may grant an exception 
from the application of the pay stand- 
ard or may make appropriate adjust- 
ments in the standard to avoid ex- 
treme situations of hardship or gross 
inequity. 


PROPOSED RULES 


705C DEFINITIONS (ALPHABETICAL ORDER) 


Base quarter. The base quarter for 
price and pay computations means 
either (1) the company’s last complete 
fiscal quarter prior to October 1, 1978, 
or (2) the calendar quarter July 1, 
1978 to September 30, 1978. 

Base quarter pay rate. An employee 
unit’s base-quarter pay rate is deter- 
mined by dividing pay (as defined in 
this appendix) to the employee unit 
during the base quarter by the 
number of straight-time employee 
hours worked during that quarter. 

Base rate of change of the company 
pay rate (for determining price decel- 
eration under 705A-2). The base rate 
of change of the company pay rate is 
the annual rate of change in the com- 
pany pay rate over the two-year 
period, 1976-77, and is computed by 
the following formula: 


where 


G=the base rate of change of the company 
pay rate, 

Wrn=the company pay rate in the last com- 
plete fiscal or calendar quarter of calen- 
dar-year 1977, 

W.:=the company pay rate in the last com- 
plete fiscal or calendar quarter of calen- 
dar-year 1975. 


The choice of fiscal or calendar 
quarters must be consistent through- 
out the company’s computations. 

Base rate of price change. The base 
rate of price change is the annual rate 
of price change over the two-year 
period, 1976-77, and is computed using 
the following formula: 


where 

g=the base rate of price change, 

P,,=the company average price in the last 
complete fiscal or calendar quarter of 
calendar-year 1977, and 

P,,=the company average price in the last 
complete fiscal or calendar quarter of 
calendar-year 1975. 


The choice of fiscal or calendar 
quarters must be consistent through- 
out the company’s calculations. 

Company. The term “company” 
means any person, sole proprietorship, 
partnership, corporation, association, 


51953 


joint venture, estate, trust, or any 
other entity however organized (but 
does not include Federal, State, or 
local governmental entities). The term 
“company” shall include such other 
entities, including operating divisions, 
that are effectively controlled, either 
directly or indirectly, through owner- 
ship by the company. The term “com- 
pany” only applies to an entity’s do- 
mestic business operations. One or 
more controlled entities may be treat- 
ed as a separate, single company. In 
that case the standards apply sepa- 
rately to each of those groups of con- 
trolled entities as separate companies. 
Companies with sales in excess of $500 
million should notify the Council of 
such treatment. However, this option 
is available if those controlled separat- 
ed entities maintain accounting rec- 
ords which permit the Council to be 
sure that the prices and profits of the 
separate entities accurately reflect the 
economic realities of their operations. 
In particular, allocation of overhead 
must be made in a consistent and rea- 
sonable manner as if the separated en- 
tities were not commonly owned. Simi- 
larly, transfers between entities must 
be made at market prices. 

Company average price. The compa- 
ny average price is an index of normal- 
ized product-line average prices. In the 
base quarter and quarters during the 
program year, base-quarter product- 
line average prices are used for nor- 
malization and base-quarter revenue 
shares are used as weights. For quar- 
ters in the 1975-77 periods, product- 
line average prices and revenue shares 
in the last complete fiscal or calendar 
quarter of 1975 are used for normaliza- 
tion and weighting. All revenues and 
prices for product lines covered in 
§ 7054-6 are to be excluded from these 
calculations. The company average 
price in any quarter should be calcu- 
lated as 


P(t) me Pylt) xs. 
ij>— * *i 


Pi 


where 

t=the quarter of computation, 

P(t)=company average price in quarter t, 

P\(t)=ith product-line average price in quar- 
ter t, 

P,=ith product-line average price in the 
base quarter (or last complete quarter of 
1975), 

S,=ith product-line revenue share in the 
base quarter (or last complete quarter of 
1975), 

==the summation operator where the sub- 
script i runs over all product lines not 
excluded in § 705A-6. 


However, other generally accepted 
methods of computing price indices 
can be used. Companies with revenues 
in excess of $500 million should notify 
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the Council of alternative methods 
employed. 

Company pay rate. In any quarter, 
the company pay rate is obtained by 
dividing pay in that quarter (for all 
employee units) by the number of 
straight-time employee hours worked 
during that quarter (by all employee 
units). 

Company pay share. The company 
pay share is the pay for all employee 
units in the base quarter divided by 
company total gross revenue in the 
base quarter. 

Custom product line. A custom prod- 
uct line means a unit of property or 
service specially manufactured pro- 
duced, or provided by the company to 
a particular buyer’s specifications. 
Product lines do not become custom 
product lines simply because of the ad- 
dition or exclusion of optional parts or 
accessories or because of alterations at 
the request of the buyer. 

Employee. An employee is any indi- 
vidual residing in the United States 
who is either an employee within the 
meaning of Section 3121(d) of the In- 
ternal Revenue Code 26 U.S.C. or the 
National Labor Relations Act, as 
amended, 29 U.S.C. Sec. 151 et seq. 

New product line. New product lines 
are defined separately for the program 
year and the 1976-77 period. In the 
program year (alternatively, the 1976- 
77 period), a product line introduced 
by a company since the beginning of 
the base quarter (alternatively, the 
last complete fiscal or calendar quar- 
ter of 1975) is a new product line if 
there is no reasonable accounting 
method capable of establishing a price 
correspondence with a similar product 
line which existed in the base quarter 
(alternatively, the last complete fiscal 
or calendar quarter of 1975). 


Pay. Pay is defined as follows: 


PROPOSED RULES 


(1) Pay includes the straight-time 
wage or salary paid during the compa- 
ny’s customary pay period. This in- 
cludes, where applicable, payments for 
shift differentials, skill adjustments, 
cost-of-living adjustments,value _re- 
ceived from stock options and other 
deferred compensation when received 
as reportable income, and incentive 
compensation. This does not include 
overtime pay as long as the conditions 
of that pay are not changed. 

(2) Pay also includes employer con- 
tributions or costs for the following 
fringe benefits and payments: 

(i) Paid leave, 

(ii) Vacations; 

(iii) Holidays, 

(iv) Civic and personal leave, 

(v) Private retirement (pension) pro- 


(vi) Life insurance, accident insur- 
ance, and health benefit programs, 

(vii) Sick leave, . 

(ix) Savings and thrift plans, and 

(x) Forms of compensation, such as 
job perquisites, required to be report- 
ed as income or compensation under 
the Internal Revenue Code. 

(3) Employer contributions for items 
listed in (2) above should be amortized 
evenly over each year. 

(4) Pay does not include employer 
contributions for legally mandated 
programs such as Social Security, 
Workmen’s Compensation, or unem- 
ployment insurance. 

Pay rate. An employee unit’s pay 
rate in any quarter is determined by 
dividing the pay during that quarter 
by the number of straight-time hours 
worked during that quarter. 

Product line. A product line includes 
all comparable’ units of property or 
services that are sold or leased for 
comparable prices. 

Product-line average price. The aver- 
age price of a product line during a 


quarter is computed by dividing the 
gross revenues from sale or lease of 
the product line by the number of 
units sold or leased. 

Product margin. In any time period, 
a company’s profit margin is operating 
income (net sales less total costs and 
expenses including wages but not in- 
cluding nonoperating items, extraordi- 
nary items and income taxes) divided 
by net sales. Terms used in this defini- 
tion have the same meaning as those 
used in annual reporting to the SEC 
under section 13 or 15(d) of the Securi- 
ties Exchange Act of 1934. 

Profit margin base. The profit 
margin base is the arithmetic average 
of the highest two annul profit mar- 
gins during the three company fiscal 
years completed prior to October 1, 
1978. 

Program year. For a company, the 
program year is the 12-month period 
immediately following the company’s 
base quarter. 

Program-year rate of change of the 
company pay rate. The program-year 
rate of change of the company pay 
rate is the percentage change in the 
company pay rate from the base quar- 
ter to the last quarter in the program 
year. 

Program-year rate of price change. 
The program-year rate of price change 
is the percentage change in the com- 
pany average price from the base 
quarter to the last quarter in the pro- 
gram year. 

Raie of deceleration of the company 
pay rate. The rate of deceleration of 
the company pay rate is computed as 
the difference between the base rate 
of change of the company pay rate 
and the program-year rate of change 
of the company pay rate. 


Barry P. BoswortuH, 
érector. 


(FR Doc. 78-31193 Filed 11-1-78; 8:45 am] 
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